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FOREWORD

cn a
how tc set up aﬁd maﬁagg the

Vocaticnal :ducation, by its very nature, is well suited to
developing entrepreneurs. It is important that entrepreneurship
education bte developed and incorporated as a distinct but integral
part of all vocational education program areas. A Program for
Acquiring Competence in Entrepreneurship (PACE) represents a wa)
to initiate further action in this direction.

The strength beh the interest
and ;nVGLVEmenE C 1 entrepreneurs
in the state s t pecial recognitic
extended to the project staff: Lorrainme T. Furc-de, Project
and Lee Kopp, Program Assoclate. Appreciation is also expre
the many who reviewed and revised the drafts of the units: 1

' Moody, Hannah Eisney, and Sandra Gurvis. We owe a special tha
“those consultants who contributed to the content of this publication:
Carol Lee Bodeen, Louls G. Gross, Douglass Guikema, Peter G. Haines,
Philip S. Manthey, Charles S. McDowell, Mary E. McKnight, Steven R.
Miller, Barbara $S. Riley, Barbara A. Rupp, Ruth Ann Snyuer, Robert .
Suttlz, Florence M. Wellman and Roy H. Young.

Eae utive Director
The Natiocnal Center for
Research in Vocational Education
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HOW TO JSE PACE

A Program for Acquiring Competence in Entrepreneurship
(PACE) 1= a CqulEuium responsive to the need for instruction
in entrepreneurship. It is primarily for pos-secondary level,
including fDuE vear colleges and adult educz on, but it can
also be adapted for special groups. PACE is divided into thre=z
parts (1) Getting Ready to Become ar Entrepreneur, (2) Becomir:
an Fﬁtrépfenéur (estsblishiﬁg a bug;nés), and (3) Being an

4

Each of the three parts has a set of instructional units which
relate to that topic. Within these units, the material is D;éanl
into three levels of learning: Exposure, Exploration, and Prepar:
tion/Adaptation. Thase levels of learning prosress from simple
complex concepts.

m
@‘

rtoom
fu M

(8]

The levels of learning will enable vou to use the PACE materials
to suit your individual needs. You may find it best to work with
the exporure level of one unit and the exploration level of another
0r, you may choosge to pursue one level throughcut the entire series.
nt to work through two> or more levels in one unit

i
1

You ﬁlghL also wa
before going on to the next unit.

Before beginning a unit, disecuss with your instructor what level
or levels of learning in that unit are most appropriate to your gcals
and abilities. Read the unit overview and look through the pre/post-

ssessments for the three levels to help you in your choice. Also
check the list of definitions you might need to look up or research
for that level,

When you are ready to start, turn to the level you have chosen,
take the preassessment and ldentify those items which you feel need
special attention in the unit. Also look at the learning objectives;
they will tell you what you should be able to do by the time you
finish that level of learning.

As you read, you . __l notice questions in the margins alongside
the substantive content portion of each level. Use these questions
to guide your reading.

At the end of each level of learning are activities which help
you become involved with the content presented in the unit. ¥ar an’
your instructor can decide on how many activitier vou :hould do; vou

may want to do oov 1 r you many need to do all.

vii
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grown in vour krowledge of entrepreneurship.
When vyou and your inszructor feel

completed that level, you are readyv to
either in the same unit or in another.
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Record keeping takes time. But the extra time reguired to keep
a

an adequate set of records will more than pav off in terms of the
results you can expect-—greater profits.
ix
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daily sales & cash summary FICA

double-entry bookkeeping cash dishursement
credit bank reconciliation
debit journal single-:ntrv
beookkeeping
accounts receivable depreciation
FICA
accounts payable ledger
i
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EXPOSURE , PART I11, UNIT C
KEEPING THE
- BUSINESS RECORDS

PREASSESSMENT
Here are some questions that test for knowledge of the
contents of this level, If you are very familiar with the infor-
mation needed to answer them, perhaps you should go to another
level or unit -- check with your instructor. Otherwise, jot down
. your answers. After you've read through this level, take the
postassessment at the end of the "Exposure Activities" section
and measure what you've learned.
.lg Why is it important for a small business owner to keep
business records?
L | 2. What-is the difference between a single-entry record
keeping system and a double-entry system? \
3. What information should appear on a business check stub?
4. "Reconciling a bank statements takes up a great deal of
time. Really, it's doubtful if such time spent by the
small owner is wcrthwhile.»gganks don't often make mis-.

=

takes!" Discuss this statement. Do you agree or disagree?

Why?
#

5., What basie information should empluyze records include?

o,

S
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Part I1II, Unit C
Keeping the
Business Records

TEACHING/LEARNING OBJECTIVES

Upon completion of this level of instruction you should be

1. Explain the necessity of keeping businress records.

2. Describe the difference between the single-entry record

keeping system and the double-entry system.

4. Reconcile a bank statement.
5. [Identify suitable recording forms for accounts receivable.

6. Develop a simple record keeping system for payroll records.

g,
b




SUBSTANTIVE INFORMATION

IMPORTANCE OF BUSINESS RECORDS

WHY KEEP RECORDS?  Record keepiﬁg‘will give you information needed to:

WHAT RECORDS
 DOES A FIRM

NEED TO KEEP?

Know how well your business is currently doing
Make future plans for your business

Prepare various government reports including taxes.

Types of Business Records Needed

The kinds of records you will need and the number of different
records you will keep will deﬁend on your business. For every record
you keep, you should be able to answer these questions 1) How is
the record used? 2) How important is the information? and 3) Is the
data available elsewhere in an equally accessible form?

The record keeping plan you set up must provide the information
you need to make various business decisions on stock, sales, expendi=
tures, etec. and ta_prépaté reports and documents. Try to keep all
your records as simple és pcséible. As a small business owner, your
record keeping system needs to be’easily understood and accurately
maintained without difficuitV- fau want good clean data that may be
assessed quickly and easily. If necessary, you can consult an

outside expert in these matters.

(-
<



WHAT'S MEANT BY There are two basie kinds of record keeping systems available.

SINGLE-ENTRY
AND "DOUBLE-
-ENTRY BOOK-
KEEPING

SYSTEMS?

ARE THERE ANY
RECORDS WHICH
ARE COMMON

TO MOST

BUSINESSES?

The double-entry system requires that you record each item in two
different places such as in ledgers, journals or on cards and in
two different ways using debits or credits. If you use the double-
entry system, when a‘éﬁstcmer pays thirty dellars on account, you
credit (reduce) the accounts receivable account and debit (increase)
the firm's cash account. The item -- thirty dollars in this case =-
therefore appears in two places.

A single-entry system requires that_you record the item only
once. A single-entry record system is probably adequate for you,
especilally in the beginning. It is inexpensive and easy to use.

Haﬁy single-entry systems are available at office supply stores.

COMMON RECORD KEEPING NEEDS

Every' business has unique record keeping needs but there are
some records that are common to most business. You may already
be familiar with séme of these. Most bHusinesses must kéap the
following daily records up-to-date:

The business checlkbook
Daily sales and cash sumr: ry
Y
. Accéunﬁs_féceivablé journal

The bank recondiliation statement

Basic payroll records.
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The Business Checkbopui

WHAT INFORMATION The business checkbook is not very different from a personal
I5 RECORDED  checkbook. The business checkbook has two parts that must be filled
IN THE BUSI- out each time a check is written. The first part is the check

NESS CHECK- itself which looks just like your personal checks. Exhibit A

BOOK? is an example of a business check.

Exhibic A

Jones Plant Shép No. 976
4427 Cross Street
Citytown, Ohio

720 L

Signature

Citytown Bank
5201 Stockdale Highway L
Citytown, Ohio 43220

4076+9432+ 7764064066754+ 5 .




Part IIIL, Uait C
.ceping the
Yusiness Records

The .. .ad part, the business checl .3 more detailed

than those of individual personal checking accounts. The 8EERS
involved in preparing a check stub include filling in the spaces
underiined in Exhibit B (next page). Check stubs contain space

for information that you will need for the business records.

You may need to complete some calculations to fill in the

requivad data. The following information should be filled out;
- , in this example, data is used from the check in Exhibit A:

The check number, usually preprinted bj the bank (976)
. The date the check was written (November 21, 1979)

To whom the check was written (Sunset Sgpply Company)
The purpose of e payment (50 prayer plants, 100 Boston
Ferns, 80 Chii.s: Ferns)
The balance brought forward from the last check (Bal.
Bro't. Far'd. -- $2,590.00)
Add ary deposits that may have been made since the last
depogit 3:00)
Add to {ind the new total (52,890.00)
Subtract tle amount of this check (5475{00)

Eater “ne new talance to be carried forward to the next °
Fd

conck w005 (Bal. fCar'd For'd --$2,424.00)

e
[
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WHAT IS THE
DAILY SALES
AND CASH

SUMMARY?

Exhibit B

Business Check Stub
Check No. 976 §  476.00 |
Date November 21, 1979 ;
To Sunset Supply Company f
For _30 Prayer Plants |
100 Boston Ferns
80 Chinese Ferns
Bal. Bro't For'd. $ 2,590.00
. Amt. Deposited : + _300.00 y
Total $ 2,890.00
Amt. This Check 476.00
Bal. Cat'élFér‘d_ §$ 2,424.00

Daily Sales and Cash Summar
* ~

The daily sales and cash summary provides you, the business

owner, with two important types of information. First, it provides
3

at the end of the'day to what your sales receipts indicate you should
have in cash. Consider the fdﬁlowing daily sales and cash summary.
At the %nd of the day you QDuﬁEVYDufiEaghtaﬂd ig totals 5520. This
is y@ur‘déilf cash summary. You check aﬁ§ find credit sales for the

day were $60, adding this $60 to your cash sales results in a daily-

sales summary of $580. When you total sales receipts and accounts

receivable income, you get $570. There is a problem because of a

ey
-
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$10 difference. A series of questions might be asked: Was scme
transaction not recorded? Was an arithmetic error made? Was incor-
rect change given to a customer? Was an error made in recording the
selling price? 1It's better to complete a daily summarv and find

and possibly correct the error that day thaun to find it at the end
of the month.

Second, the dally sales and cash summery provides data which can
be used in completing other recoxrds that tell yeu how well your
business is doing.

Although forms for a daily sales and cash summary vary, all
forms should include the following basic information:

- The date

THe cash and charge sales
- Income received on accounts receivable (money owed to business)
. Total cash received,

More detailed daily sales and cash summaries might break thuse

entries down to provide additional infarmati@n to meet specific

recordkeeping needs. Exhibit C . is the daily sales and cash summary form

¢

for July,7, 1978, for a firm whose cash sales for the day totaled
$624, charge sales were $150, and accounts receivable amount receiv-
ed from credit customers paying on thelr accounts were $70.

The completed daily sales and cash summary should look like this:

8 <)




HOW DO YOU

ACCOUNTS

RECEIVABLF”®

1

extend its
of ' national or bank credit card

naed

own credit to its customers inste-

Part I1I, Unit C
Keeping the
Business Records
o 7 Exhibit C
DATLY SALES AND CASH SUMMARY
Date July 7, 1978
Cash sales $ 624.00
Charge sales ~150.00
Accounts receivable 3 ZDjQQV
Total sales and cash received %ﬁgééing
Accounts Receivable Journal
Many small businesses extend credit to thelr customers. A set-
of recordé for these sales needs to be kept. Perhaps your firm will

of working with one

companies. If it does, you will

keep records of'what your credit customers owe and have paid.

This is really your only account of how much they owe your business.
Exhibit'D is an accounts recelvable :ecard’
Exhibit D
ACCOUNTS RECELVABLE RECORD

Cﬁstomer Mr. Maurice Johnson Phone (517) 487-8152
Address  227A South Park Avenue

Egs;ﬁ;ans}pg, MI 48823

Date __Details 7C£argg_; Payment Balance

Oct. 14, 1977 Sales Slip #2004 $150 $150
Oct. 29, 1977  Check #3946 5100 50
Nov. 5, 1977 Check #1007 50 -0~
Nov. 15, 1977 Sales Slip #3728 45 45

.9



HOW DO YOU
KECONCILE THE
BANK

STATEMENT?

+Bank Reconciliation Statement

Eaéh_ménth the bank sends you a record of the deposits and
checks written on your firm's bank account. Ideally, tire balance
shown on the bank statement should always correspond t» the balance
shown on your check stub. Unfortunately, this almost aever happens.
Checks may still be out, having not been cashed by the péfggn or
firm. they were issued to.’ Deposits may not have been recorded by
Therefore, you

the bank before the bank statement was prepared.

wiude s

need to reconcile the bank statement with voi - r.. Recounciling
is just a way to assure agreement bctween your record keeping

data and the bank's information. Exhibit E lists steps you might
use to reconcile the bank statement. Exhibit F is a reconciled

bank statement.

10



Part III, Unit C
Keeping the
Business Records

Exhibit E

A
| g
7 ELEMENTS OF A
BANK RECONCILIATION STATEMENT .
" Information Steps
l. Bank statement balance 1. Enter balance amount shown on bank
statement
2. Deposits not credited 2. List any bank deposits not recorded
: on the statement
3. Total deposits 3. Total these deposits
4. Total 4. Add the total deposits to the bank
QR statement
5. Outstanding checks e List any checks not recorded as cash.
6., Total checks 6. Total the amount of the checks
‘ 7. Adjustéd balance : 7. Subtract the total checks from the
-total in #4
8. Checkbook balance 8. Enter balance shown on last check stub
9. Bank service éharga " 9. Subtract the bank service charge to
. get the total in #10. Line #10 should
16. Final'checkbook balance ) match line #7.
;i — = __ — = P poa— — — —
11

B
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Exhibit F

BANK RECONCILIATION STATEMENT

%

Bank statement balance 2,760.00
Depoaits not credited $ 780.00
640.00
_940.00

Total Deposits ~$2,360.00 __2,360.00

Total § 5,120.00
Outstanding checks 5 50.00
1,002.00
. 35.00

Total checks $1,087.00 . 1,087.00

Adjusted balance $ 4,033.00

Checkbook balance $ 4,035.00

Bank service charge _$ 2.00

. Final cheeckbock balance

PayrallﬁRgcarﬁ§

WHAT RECORD _ Businesses often have separate employee payroll checkbooks.
KEEPING IS Most employee paychecks include a tear off check with payroll infor-
USED FOR mation. This section probably contains the fallawing{'

THE PAYROLL? .+ Gross pay

Social Security deduction (FICA)
. State disability insurance (if applicable)
. Federal tax deduction
. State and/or local %ax deduction, if applicable

i3
=1
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Part III, Unit C
Keeping the

Business Recurds

Insurance deductions, if applicable

. Other deductions.

L'

As the employer, you also will want to record the following infor-
mation for each part—ﬁime or fuli-time worker:
Total wages earned
- Hours worked (if applicable)
. Overtime ~arnings
State unemployment insurance
State disability insurance (if applicable)
Federal income taxes
Social Security taxes (FICA)
State and/cr local income taxes, if applicable

Other deductions, including health-and accident insurance,
life insurance,and credit union deposits.

As an employer, you will have to figure and record the wages and
deductions of each employee. You should record this information care-

fully and accurately. Not only will you want to record this information
\

in the checkbook but you will also want to record the information in a

payroll register. By’dgiﬁg this,;féur payroll information will be kept
in a. form that you can use for ngputiﬁg and preparing business and tax-
tep%ftsg

: . At the end of each quarter, you will.nged to report federal income
taxes, Social Security taxes (FICA), and state and/or local income taxes,
if applicable, withheld from each employee. The Internal Revenue Service,

b

o
L5

(IRS) will provide you with a booKlet explaining how deductions are ¢t

O
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Part III, Unict C
Keeping the

Business Reoords

\
calculated. It contains charts which you can use to determine how
much to deduct and instructions on how to submir monies withheld.
! :‘}n‘,
¢ =)
14
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As you have just reszd, record keeping is very impertant to all
businesses. Now that vou have learned about some record keeping tools

heckbooks, daily sales and cash summaries, accouiits receiv-

T
=
g
jon
i
ry
]

able records, bank reconciliation statements and pavroll records, trv

ASSESSMENT ONE

TEST YOUR RE« /RD KEEPING SKILLS
Record keeping might not be as difv: uic as vons shins, fiLl
in the following forms, and check your answers against the examples
(Exhibits) discussed in this level.

information in Exhibit A, fill in the following

e

1. Using ch

check stub:

Business C§§é£;5ﬁub o
Check No.__ 5 I

Date —

To. o

Faf,;;f; _ _ _

Bal. Bro't ror'd e

Amt. Deposited _

Tﬁﬁal,,,m; _ . —

Amt. Ehis‘chegkfi f; =
Bal, Car'd For'd. 3

]
L

Elil(j | ) >} ég;y

Aruitoxt provided by Eic:



dow well did you < Check your calculations against Exhibit 8.
2. Fill in this daily sales and cash summary. Assume that it is the

daily sales and cash summzvy form for July 7, 1978, for a firm whose cash

receivable ware 570,

Date

Cash sales

Charge sales

)]

Accounts receivable

payments e
Total sales and cash

received _ . )

e

The correct figu;ES\afe in Exhibit C.

3. Fill in the~ac s receivable record below. using the follow-

Mr. Maurice Johnson iz your customer. On November 5, 1977, he made a

payment of $50, with check #1007; and ca November 15, 1977, he made a credit

charge of $45 EEQR 1ls recorded on s:ies slip #27353. What is Maurice John-

son's new balance?

- i}
16 <3
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Part 111, inirc &
Keeping th

Business

48823

Oct. 14, 1977 iSales slip #2004y 5130 5150
Oct. 29, 1977 {Check #9465 5100 $50

record shown in Exhibit D.

4. Use te this bank reconciliation

the following information to

statemant:

O

ERIC

Aruitoxt provided by Eic:

Balance shown on the last
check stub

Bank service charge

1

7

AU

L

£

Il

7§OD

.00
.00
.00
.00
.00

.00

"
)
1



1w |

Bank statement balance

Deposits not credited -

i ]

[

Total Deposicts | —

Total

Outstanding checks e

Total Checks

Adjusted balance

Checkbook balance

Bank service charge

Final checkbook balance

ANK RECONCILIATION STATEMENT

Check your answers against Exhibit F.
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ASSESSMENT Tw)

1. Make arrangements to interview an accountant in vour communits.

‘stems and what
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Find ~nt if the accounting

they charge. If they were to establish a record keeping system [or vour
firm, which records would vour firm need te maintain and ' -k would the
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3. Explain how record keeping helps
managerial decisions.

4. What information must appear on an accounts receivable record?

i. Why is it important for a small business owner to keep accurate
business records?
2, Explain the different between a single-entry record keeping

it's doubtful if such time spend by the small owner is worthwhile.

Banl. dan't often make mistakes!"
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you agree or disagree? Why?

the basic information employee records

b

mw
ju

Identify and describe
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pare vour answers [o your responsas to the preassessment. You

[
(]
=]

may want to check your pcstassessment answers with your instructo

SELF-EVALUATION

How well did

( ) Fairly well

e honest with yourself. If you feel you don't know the material

o]

well enough, it might be helpful to review this section before going on.
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cXPLORATIGN PART II1, UNIT C

PREASSES _MENT

Here are some questions that test for knowledge of the contents of

this level. If you are very familiar wicth the information neaded to

answer them, perhaps vou should go to another level or unit -- check

with your instructor. Otherwise, jot down vour a.swers. After you ve

read through this level, take the postassessment at the end of the

"Exploration Activitics' section and measure what vou've learned.

1. What kind of information can good business records provide
the entrepreneur?

2. What sources are available to the beginning entrepreneur which

\m\

help set up the firm's record keeping svstem?
3. What information should be inclided in accounts receivable and
accounts payable records

4. Distinguish between journals and ledgers.

es be recorded in a general ledger?

‘Lﬂ\

5. How might income and expen

[gv]
e
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TEACHING/LEARNING -OBJECTIVES

Upon completion of this lewvel of instruction, vou should he able to:
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RECORD_KEEPING
WHY KEZI believe th=z oo
RECORDS? and keep !-.; financial records are crucial. Others believe that a

daily, monthly, quarterly, and yearly. It may sound

5 il

growth in previous vears zad to this year's goals
Data needed to prepare financial statements--financial

analysis is not possible without accurate records

LY
-

Lo compa

o
Lo

. Figure -2 your f{irm with similar businesses

Financial information to use with potential investors

and creditors
t

s | 1 s : .
repare and substantiate various govern-

i

. Information needed to

)

ment reports including tax returns

A method to control inventory and stock levels,

23
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Is my finaneial jelel g Au
How do my assete compc
the percentage of ﬁpturw

12. How many cents out of e
profit?

These and other questionm
and studying balance sh eets a
To prepare these fundamental erit
information and transactions as th@y occur, Bi
information in an orderly fashion and in sufficien :
you can answer other vital questions about i Jsuﬁ business;

’I

lbﬂ

such as, "What products, or services, dc my customers 1i
best, next best, and so on? Do I have the F‘Lgh PthUZ
in stock to give them what they like? Am I prepared to

the services they demand most? How mmiy oF w= =gt o
slow in paying their bills?"

(Starting and Managing a Busin 67)

record keeping is one reason for business failure. Without the data

good records contain, the owner cannot make sound managerial decisions.

Responsibility For Keeping The Records

WHO KEEPS Bookkeeping syst -inge from siaple to complex. The answer
THE RECORDS? to the question, "Who keeps the records?" may depend upon how
24 o
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svVafem nesds to
gliminate the need for vou to check the vond
to use them In planning the firm’s acciv vaision=
nmaking.
When vou first start ouf in bus :, ou might choosas SRR
iz Enls
{ T lorming

could be responsible for making the daily enrries.

part—-rime bookkeeper might be the solution, especially at the
beginning. Often the new business owner simply cannet afford o

go out and hire an outside firm to set up the bookkeeping svstem.

i

As your business grows larger, you may want to hire a full-time

bockkee who will make the daily entries for the companv. You

'11:]\

(=D,

"'1L

may also want to consider hiring an accounting firm to help vou

design or redesign vour record keeping procedures, prepare vour

inancial analvses of vour busincss.

»\’D
Um
p_u
[V
La}
=
[
o

tax reports, and conduct r

WHERE CAN YOU Most often the beginning business owner simply cannot afford to

GET HELF? go out and hire ar outside firm to set up the record keeping system.
If you feel that you need some help, do you know where you can get
help free or at a nominal cost? Several alternatives are available

Pk
n
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local office supply stores. Manv of these stores carcy soms conven-

ient single

vou much time.
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Colleges with business

sovermment agencies designed to help small businesses are also

a source of help. The agencies not only offer classes in record

listed in the phone book under your state government offices for

"economic development'" or "community development.”

e TYPES OF BUSINESS RECORDS
ARE THERE How many and what kinds of records should you keep for yvour
DIFFERENT firm? This will depend upon your particular operation.

(eont 'd)
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Credit (Th

Record of
Swrmary of

Sales Plax
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paying on time)
Charge Aecount App
Accounts Rece:
decounts Receivable Aging

e effi ge
Record of Employee Earnings and Amount
loyee's Withholding Exemption Certi
of Hours Worked
Record of Expense Allowaneces
Employment Applications

Record of Changes in Rate of Pay

Record of Reasons for Termination of Employment
Record of Employee Benefits

Job Dereription '

Crueial Incidents Record
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Part III, Unit C
Keeping the
Business Records

Fixtures and Property (These keep facts needed for taking depreciation
' o ~ allowances and for insurance coverage and claim.)

Equipment Record
Insurance Register

Bookkeeping .(These records, in addition to some of the above, are needed
' if you use a double-entry bookkeepirng system.)
General Journal
General Ledger

- (Adapted from Starting and Managing a Business on Your Own, 1973, p. 68)

Journals, ledgers, ihventafy records,and production records will be

examined in greater detail in the next sections.

JOURNALS AND LEDGERS

WHAT ARE L a You may find when vou purchase record keeping forms that the

€7l

JOURNALS words "journal" and "ledger' may not be used consistently or may even

AND LEDGERS? be used together. Even though the idea behind the record keeping sys-
tem may be more important than the terms usedg it is helpful to be-
come familiar with the general use of each term. The word "journai"

is used for records where the original entry is made or posted. The

word "iedger" is used for records that represent summaries or a

running account of the income and expenses of the business.

Jouraals
WHAT ARE THE There are several different journals. They include 1) the

DIFFERENT daily sales and cash summary, 2) accounts receivable, 3 sccounts

TYPES OF payable, and 4)

JOURNALS?




WHAT IS THE
DAILY SALES
AND CASH

SUMMARY?

}r’

Mo

Part I1I, Unit C
Keeping the
Business Rec

[
i
]
1
jo )
]

Daily Sales and Cash Summary

The daily sales and cash summary is a summary of the amount
of cash received, charge sales, and collections from accounts re-—
ﬁatgicular day.

Entries must be made accurately and daily . nce they provide
this basis for many other records. Information from the daiiy sales
and cash summary can be used by you, the owner, in a variety of ways.
It can be used as a daily check on the accuracy of your daily in-
come records to analyze you firm's progress towards its goals
and to help you make future plans. In addition, your sales records
will help you ana%yze advertising effectiveness. They will ﬁelp you
determine the amount of inverntory your firm should have on hand.

The daily sales and cash summary forms range from simple to
complex depending on the firm's needs. You can probably design a
form that best meets the needs of your business. Exhibits G and

H are two types of daily sales and cash summaries.

Exhibit G

Daily Sales and Cash Summary

Date August 5, 1979

Cash sales $435,00
Charze sales 75.00
Accounts receivable 80.00

Miscellaneous 10.00

.00

A
o
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Part III, Unit C
Keeping the
Business Records

Cash Sales $  435.00
Accounts Receivable ____80.00 .
Miscellaneous _ 10.00

LW o ]

4, TOTAL CASH RECEIPTS $ 525.00 o

Cash Count

5. Cash 1in Register
Checks $ 65.00

Currency __ 695.00

Change ___25.00 $ 785.00
6. Cash and Checks in Vault- __35.00 -
7. Petty Cash Slips —5.00
8. TOTAL CASH : $ 825.00
9. Less Bank Deposit $ 500.00
10. ENDING CASH $ " 325.00

11. Cash Sales ~ Line 1
12. Charge Sales __75.00 ,W
13. TOTAL SALES __510.00 -

w0
wl |
Sl il
ol

o

G

Signature
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HOW DO You
RECORD
ACCOUNTS

RECEIVABLE?

L]

part [1L, Unit
Keeping the
Business Records

Recording Accounts Peceivable

The accounts receivable journal is your record nf how much

te your business by your credit customers. If your business extends

credit to its customers, you will ‘want to make entries in the accounts

recelvable journal deily and review the journal monthly. Daily record-
o

ing of any new credit given or payments made will give you a current

plcture of the credit stafus of each customer. A weekly or monthly
analysis of your total accounts receivable records can help you

make decisions on ex;éﬂding credit and preﬁafe accurate billings.

This analysis maiﬁtéins gacdtﬂusgamEf relations, while evaluating
your firm's credit and collection policies.

receivable records on file

- Small firms often keep their accounts

cards or in an loose-leaf binder. -For each customer you will need a

[y

separate sheet or card to be filed alphabetically. A typical account

recelvable record might look like Exhibit I.

Exhibit I

- Ac&cunﬁs ééceivable ] .
Customer Mr. Jose Maney Phone _(614) 487-6214
Address _ 47 South Fourth Street, Columbus, OH 43210

Details Charge Payment Balance

Sales slip #237 §457.00 $457.00

Check 972 5250.00

Check #1007 207.00

31



WHAT DO YOU
RECORD IN
ACCOUNTS

PAYABLE?

WHAT PAYROLL
RECORDS DO

YOU NEED?

. Parc III, Unit C
Keeping the
Business Records

Recording Accounts Payable

In the accounts payable journal you record amounts your business
owes others for cash itemns as inventory purchases, repair services,
and taxes due from payroll. Every entrepreneur wants to maintain
accurate records of the firm's liabilities.

A typical accounts payablé‘reccrd might look like Exhibit J.
Like the accounts receivable records, you will keep separate accounts

payable records for each supplier and service firm.

Exhibit J

Accounts Payable Record
Name Avid Supply Co. Phone _ (805) 854-1721
Address _157 West 5th St., Bakersfield, CA. -
" Date Invoice No. | Charge | Payment | Balance
9/11/79 6734 VoL$427.00 $427.00
11/01/79 | 6734 o $427.00 ~0-

payrall records. These records are not only important for you and
your employees, but the inforamation they contain is needed at tax time.
Payroll records for both part-time and full-time workers also
show total hours worked (if applicable), wages, and all deductions
from wages. Pavroll records might include the firm's information

shown in Exhibit K. 4 sample entry form for inf ion for an

hourly wage employee is shown iu Exhibit L.
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You might add or delete items from the following samples depending

on your firm's practices and employee benefit programs.

Sample Payroll Register

Name of Employee

. Social Security Number

™~ )
Number of Exemptions

Ending Date of the Pay Period

Hours Worked (if applicable)

Rate of Pay

- Total Wages

Deductions (itemized to include: federal income
tax, FICA - social security, state and/or local 1
income tax and state disability insurance - if
applicable. Other deductions might include health
insurance and r rement fund.)

w
w

o
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Exhibit L

TIME & ATTENDANCE CERTIFICATION

' Pay Period

From

Part I1I, Unit C
Keeping the
Business Records

THE NATIOMAL CENTER FOR RESEARCH IN VOCATIONAL EDUCATION

Te

Work Stats [check one): - . B -
D Classified E Temporary E Student E Casual
- Name e I Center 10 Number — )
Tims N Dvartinm
) _ Hours _ Ovantime -
[ ] 'g!!:_ in_| Out | In Out | Worked Prog. Cods | Houn INETALUC TIONS
Mon 1. Indicane 1ot hours fe0r ki Each dew
- — = = =T == - = {lurch Rour is sEumed unlen affviy
- vl specied). ’
Tues S _ — —— - 2. Do Not indicate Lunch Hour!
1. FReport atbanem (0 Priiaihnyl Sorveies
Wed | P using fha Applicstion for Lesss (F e
— B B - S 5171). B
i 4 All houirs vwor kied ovir 40 hour curesy
_ Thur _ _ _ fo bt ket et ot o s
= S —_— = & vl Ara 10 ba marced n gvl e,
- 5. Al overume hourt =11 be scom-
Fri | . o, B paaind by & Progran Ca.
N - N - B 8, ALL OVERTIME MUST HAVE FRIOR
Sat APPROVAL OF THE DERUTY
e = - = — = - OIRECTORA.
7. Conewrtion mais of minuie= 1@ unin
Sun _ _ = . =
1 - o Mimutes Ten
B Mon | ) . 5 S
_ . — = 10 2
1§mm e memae ]
- Tuss 1 — - - =0 a
. E :‘g
Wjﬂ o o B . === 5
- - - S - - kL 8
) Thur | . . 40 7
= — - s — = R A —mmm ==
_ 50 8
Fri_ _ e - =5 5
- B - [:] i.0
NET : -
- Sun . _ I
Jotal Hours Worked During Period — -
| haratiy eartify that the information above is complete ana sccurats for the
tme pariod indicated
Employes_ — . 4 Assoc, Dir ) - _
Supervisor — — _ ) N QOvertime Approve _ _ L
o o - o ) - Deputy Directar - -
DO NOT WRITE BELOW THIS LINE ) S
i, —  @vertime Rate B
. __ Overtime Hours ) o
_ Excused Absence: Code Hrs .
OSU 1D Ne. — — ___ Title - Titla Cods o
Cles — Range i __ Step o Hourly Rate )
[Jss [Jeens [ wose (] mme CJuo  [IJvacationoavs
Chacked by _ - - B

NCRVE Form MPRS2
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HOW WOULD
INCOME AND

EXPENSES BE
RECORDED IN

THE LEDGER?

Part 1II, Unit C

Keeping the

Business Records
Ledgers °

Ledger entries can be used for preparing the financial state-
ments needed fur financial planning and decision-making. Information
can be transferred to various rosters in summary form. One method
of using a ledger is to record summaries or balances of assets,
liabilities, and net worth of your business.

Income and expéﬁse entries are also recorded in ledgers. The
entries in the income portion of the ledger will include accounts
that describe income items of the business. The expense ledger
Eﬂtfi#s probably reflect the largest grouping of accounts which,
in turn, reflect groupings of your most ffequenz expenses.

' An account number is put next to each item in a ledger. These

numbers sequence the accounts, making it easier to enter transactions

ang §;mmaries from your journal. ~sor example, in an income ledger,
all businesses will have a sales account.which would show the amount
of sales. You might want to record the ledger account number on the
stub of your check to make record keeping eaaier. Exhibit M . 1lus-

trates some accounts that might be iricluded in income and expense

ledgers.
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HOW WILL
INVENTORY
RECORDS

. HELP?

Exhibit M

Part 111, Unit C
Keeping the
Business Records

- ~ INCOME LEDGER B EXPENSE LEDGLR
" Account No. |  Item " Account No. | Item
50 TIET 00| Salaries & Wages
510 Repair Service 601 Payroll Taxes
Income
610 Rent
590 Miscellaneous
Income 620 Office Supplies
(for example,
sale of stock) 630 Insurance
N 640 Utilities
650 Travel
& - ) )
690 Miscellaneous Expense

‘mation for use in purchasing, maintaining

INVENTORY AND PRODUCTION RECORDS

Inventory records are needed for the control and security of

inventoty items. These records will also supply you with infor-

appropriate stock levels

and computing stock turnover ratios. The information you get from

your inventory records will help you make many business decisions.

“For example, it will help you decide whether you have too much or

too little stock.
Having too large an inventory may not only tie up too much
- ﬂitél, but may cause you to lose capital since the stock may

become outdated and of little value. The cost of maintaining an

T‘ unnecessarlly large inventory because of the lack of proper con-

trol records may put you out of husiness.

T T
™ ~

36



A\ rarl. Lilty Uliae
Keeping the
Business Records

Far example, assume you aﬁeaghe owner of a local tropical
! _ fish store, and purchase the fish Elém a breeder located 800 miles
away. You must be able to project ::hf inventory needs quite accur=
ately, based on current sales. Shauld‘>Q< project your sales too
high, you could end up with a large inventory of fish that wil.
not sell and that are very costly to maintain. On the other hand,

too small an inventory will cause customer inCégrenienEE and missed

e

sales opportunities. \
Keeping production records help regulate the production process.
The information recorded can be used as a basis for determining costs,

such as expenses resulting from underused or improperly used machines

or from unproductive employees.
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EXPLORATION ACTIQiTIES

Do vou feel knowledgeable enough about record keepine to out into
practice scme of the skills discussed? The following activities
will help you experience some ''rea''' record keeping si lons ¢
give you an opportunity toc ntilize » you have ~arned. After
completing the activities, a. a self-evaluation to check your
understanding of the material.

ASSESSMENT ONE

1. Name at least five reasons why you should have » detaile!
record keeping Systgm for v b-iziness.

2. Briefly discuss three types or records tha’ on are « .
you will keep for your . .

3. Outline a plan e."ablishing your record keeping system. Be
sure to determine who will maintain the records and the

type of records you will keep.

POSTASSESSMENT

1. What kind of information can good business records provida the
entrepreneur?

2. Discuss the agsistange a beginning small business owner might
get ffam-variaus resc&rges to help set up the firm's record
keeping system.

3. Identify the information that should be included in accounts

recelvable and accounts payable records.



Part ILII, Unit C
Keeping the
Business Records

4. Distinguish between journals and ledgers.
5. Describe how income and expenses miéﬁt%ba recorded in a
general ledger.

Compare your answers to your responses to the preassessment. You
may want to check your postassessment answers with your instructor.
SELF-EVALUATION

| How well did you know the information needed to do the activites?
( ) Very well
( ) Fairly weli
{( ) A ;ittlei
Be honest with yourself; If you feel you don't know the material

well enough, it might be helpful to review this section before going on.

(1]
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PREPARATION/




PREPARAT ION/ | PART 111, UNLT
ADAPTAT ION o KEEPING THE
0

PREASSESSMENT
Here are some questilons that test for knowledge of the
contents of this level. If you are very familiar with the infor-
mat;gn needed to answer them, perhaps you should go to another
level or unit == check with your instructor. Otherwise, jot down
N your answers. After you've read through this level, 1 e the
\ ~ postassessment at the end of the "Preparation/Adaptation Activitivs'
section and measure what you've learned.
1. rrom what data sgércas can entries be made into ledgers
and jou?ﬁals?r [
2. What 1is a double-entry bookkeeping system? What are
the rules for paséiﬁg debits and credits?
3. What data should be included in order to maintain an
,accurate payroll registEf?
’&. What information does a dally sales and cash summarv

include?

" 5. Describe cash disbursement journal.

41

rI;W
[Vary




TEACHING/LEARNING OBJECTIVES

Upon - "=tion of. this level, you should be able to:

488 the importance of business records.

Ne=r-="be the uses and type:

]

and ledrers.

[ ]

of journal

i
i

¢

3. L.scribe double-entry bookkeeping.

heet.

w

4. Construct and use a payroll record
5. Explain the necessity of cash flow recording procedures

6. Explain and prepare a bank reconciliation statement.

42 515Y
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SUBSTANTIVE INFORMATION

WHY SHOULD A As you start your business venture, vou might wonder, "Why go

business records if during

D]

NEW BUSINES5- to all the trouble and fuss of keepin
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first year

OWNER KEEP th
A
REJORDS? partial list of reasons for having a good record keeping system
waéid include the following:
1. Awareness of profitability
2. Avareness of sales growth
3. Return .0 investment to you, the owner
4., Calculation of profit
5. TJIncome tax requirements
a. Federal
b. Stat=»
¢. Local
6. Informat.on for your creditors (people or firms you
might owe money)
7. Information for the investors in your business (stocki - der
~or partners)
8. Control of investment in
a. Inventory
b. Accounts recelivable
c¢. Building and equipment.

Unfortunate”,, many ncw small business owners believe Lhey musi

O
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ith basicall; two kind- of records-jouvrnals or bsooks or original

it entry is used to record business transactions. Somecimes
thece are noncash items such as depreciation and other expenses

d but not paid In the jouirnsl. 3But fur tie most pari, A

1

ncury

i

journal repressnts the book of original entry Jouruals may be
considerad as rhe firet level of business records The second level

is commonly named the book of accounts or the genern] 'adger. BRasie-
ally, the general ledger is a record of the balancec of the assets
and lisbilities, ind the net worth of the business. The general

ledgar also accumulates the sales and expense items by categories.
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single-entry system is adequate. But even a good d.uble-

i}
oy
m
b
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1

entry system should not be bewildering.

Problems also arise when busi ness owners dc not understand

accounting and fail to keep proper rucords. The owners do not know

“f the business 1s operating at a profit or loss until they compute

the "bottom line" at tax time or at the end of the year when an

Lﬂ
iy}
[s]
!
™~

accountant is hired to analyze the operation. The busines

needs to know where the business is going on a day-to-day basis.

i)

Yearly financial reports are important and useful, but timelv k-ow-

ledge on opersting conditions is even more important if the small
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is an accounting syste

all the necessarv information. Many self checking
a properly designed system such as a double-entrvy bookkeepinz.

trial balance, and reconciliation of your cash disbursement with

ity but o tool

payable. Good record keeping is not just a necess

How well you use that tool will determine to a large degree the

livelihood and success of s

5

I

our busin

Il

Sources of Financial Data

WHAT ARE SOME The financial records of a business start with information
SOURCES OF which reflects a u.ransaction. A transaction can be a sale of
FINANCIAL gnods or purcnase of your firm's primary service. The records
DATA? may consist of the following:

. Adding machine tape
. Cash register tape

. Sales book invoices or receipts

Your records can take many forms. Regardless of the devices you

time between the transaction aud the recording of the transaction i=m

important element. If a cash register tape or a duplicate szles recei

o~
(W]
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Transactions should be recorded simultaneously or

of the slips.

i ents or

shortly therearter to avoil misplacing any dozvme

hasas,

i

[ip

to record the sales or pur

Organizing Various Records

ARE THERE Record keeping devices should be constructed so rhat thev are oasy
DIFFERENT tc use, reflect accurately what tock pla.-. and contai
TYPES OF Information for further summary and utilization. Records
RECORDS>? - categorized into three areas®
1 . ..

1. Journals or books of original entry

2, Ledgers or books of various accounts
3. Merchandise inventory.

ach category will be discussed in later sections in this level.

iy

DOUBLE-ENTRY BOOKKEEPING

WHAT IS - A self-checking device known as double-entry béckkéeping can be

DOUBLE-ENTRY practiced. Double-entry booiikeeping is based on the rule that for

=1y

BOOKKEEPING? every debit there must be a credit, and performs the following functicns:

It records evary transaction twice.

i}

It leads to a process of recapping the entries whereby the

total of debits must equal the total of credits.
Entries are recorded twice. The recording of ome transaction
requires the debiting and crediting of two accounts. Exhibit N
is a decision table or a matrix that illustrates relationships be-
tween bookkeeping entries (debits and credits) and the accounts of

your business.
X 46
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Decision Table of Debit and Credit Entries

Asset 4 -
Examples: {Tucrease) (Cecreasey Dabit
Cash
Accounts Receivable
Inventory
Equipment
tiabilitiés - +
Example: (Decrease) (Increase) Credit
Accouuty fayable
Kapital - +
Example: (Decrease) {(Tncrease) Credit
Net Worth
Tncome - +
Example: (Decrease) (Increase) Credit
Sales
fExpense + -
Example: (Increase) (Decrease) Debit
Salaries
. . N S SE— I—

O

ERIC

Aruitoxt provided by Eic:

47



WHAT ARE THE
JOURNALS

MOST COMMONLY
USED BY SMALL

BUSINESSES?

WHAT ARE THE
TYPES OF SALES

JOURNALS ?
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The column on the left-hand side of the table showvs some ooploal
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be made to an account {debit or credit’ and wha. the normal
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of the account is. Assu

transaction will increase cash and incoms. “T1e increase for

is 2 debit (0} and the iperease for salscs i s o1 oamnrre of

income is a credit or (=) entrv. Tuw journal entrv then should

"

reflect that a debit is made to the cash account and a credit entry
is made to the sales account f- 7 merchandise sold.

and

i}

In summary, then, evety transaction must consisr of debit

credits taat offset or balance each other. Assets and expenses are

increased by debits and decreased by credits. Liabilities and income

are increased by credits and decreased by debits.

JOURHALS OR BOOKS OF ORIGINAL ENTRY

The sales journals, accounts receivable records, accounts payable

e

records, and payroll records are record keeping devices which n
7ide significant information for financial control of the firm.
These journals are most often used by small business.

£

Sales Journals
The foundation of your record keeping system is the sales or a

similar type of journal. The most commonly used are cash register

tapes or sales book receipts. These are essential original journal
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sa_es hook receipts or carbons contcin basically the same information

Accounts Payable and Recejvable

g

If your Lusiness makes sales on a credit basis, you will be arrying

. Aczounts receivable is a ledger or a book of

T
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accounts recelvabi

accounts for your business. It is essential that vou maintain a

it sale and payment. Many ficms use a
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lined ledger sheet similar to Exhibit O which is then maintained in a

locse-leaf notebook or ledger.

Accounts

Clair Ann Bigs
1482 C Street
Ontario, OH 43220

Name:
Address:
Clity:

Date “Tales ST | Traroe PayTent T BaTITS
) Number (Debit) (Credit)
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In 3 double-entry bookkeeping sys:em, accounts receivable

0

would be entered as a credit sales s
Debit - Accounts Receivable
Credit - Sal=ss.
The originating transaction would be the sales slip. Regardless of
the type of bookkeeping system used, the total figure for individual
accounts due to the business should agree with the total amount of
accounts receivable shown on the balance entry.
 Another essential record which must 5e maintained i< an accounts

Firm
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owes others for items such as purchases of inventory, services

such as repairs, or taxes due for payroll. When you receive the
actual shipment of inventory, keep any shipping documents that
accompany the shipment. These need to be compared with the invoice
to verify actual receipt of the goods. You may incur liabilities
and regardl.ss of how you incur them, it is necessary to maintain an
up-to=-date accguégs payable system such as in Exhibit P, which is
both accurate and easily understood. Like the accounts receivable
records, it is very important to be 5512 to know at any given time

the amount owed a creditor.

Exhibit P

Accounts Payable Record
Name: Steam Spray, Inc. (614) 487-=1522
Address: 1098 Morris Road phone
Columbus, OH 43221

s

Date Invoice Charge Payment Balance

Number | (Credit) [ (Debit)
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A typical entry for an accounts paysble transactiocn in a double-

hen be entered in an accounts payable ledger similar to Exhibit P.

rr

o
n:p
i)

To summarize, an accounts payable ledger sheet and an accounts

receivable record are almost identical. They differ in that a charge

to an account receivable is a debit whereas a charge to an account

pdyable is a credit. Also, a payment on an account payable is a debir,
Payroll Records
WHAT IS NEEDED Another essential record which must be maintained is a payroll
FOR PAYROLL aheet. An accountant's work sheet, lined to form columns, is an easy
RLCORDS? to use and inexpensive payroll work shee Loose leaf work sheets may

be purchased in any bookstcre or office supply store. Payroll in-

formation might be collected via a time card, sign-in sheet or some

zes hours per day worked by an employee.

e
m

rd that item

o)

other type of rec
Even if you are the sole employee, you must stili maincain this record.
A payroll sheet should include the following infcrmation:

1.. Employee's name

2, Total hours worked

ERIC | 64
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a. FICA (Social Security)
- b Federal withholding
¢. State and/or lecal withholding (i: : o
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JOURNALS TO MONITOR CASH FLOW

HOW DO YOU In addition to the journals of original entry, evoiy {17+

CONTROL must develop record keeping devices for controlling the cash in-

CASH FLOW? come and outgo. Controlling cash flow is an absolute necessity for
your business. Your firm's ability to meet its monthlv expenses will

deperd upon your ability to control or monitor cash flow. Yeu will
also be able to reconcile ban k statements w1th your records. To
effec ely supervise cash flow, it is important to malntain the

following records:

1. Daily Sales and Cash Summary
2. Journal of Sales and Receipts
. 3. Cash Disbursement Journal.
Daily Sales and Cash Summary
HOW IMPORTANT The daily sales and cash summary perferms the followin, functions:
S THE DAILY 1. Reconciles what you actually have in cash and what your sales
SALES AND CASH receipts say you should have in cash.
SUMIARY?
- 52
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is inc..ded which reflects the receipt of anyv

cash for purposes ot

her than sal#s. Anv amount in this cateeorv

will also appear in the journal of sales and receipts.

f Exhibit Q is nothing mere than an item-

)
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The second sec

ization of the actual czsh count includineg anv checks. After rhe
g 3

total cash count (line 8) is arrived at, any bank deposits (line 9)
are subtracted, leaving an amount of cash on your premises for the
next day's business, the "ending cash’ (line 10Q)

should hgve'iling 15), with the actual count at .he close of the
day's business (line 8). The total cash receipts (line 4) added to
the ending cash from the previous day (line 10) enables you to

[y

calculate what your total cash should be. Any differences ar

adjusted on lines 13 and 14 to arrive at a reconciliatory figure.

The last section, total sales, breaks out the firm's sales

the arsunts
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¢ sales as accounts receivable (line 17). This item

O
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The form shown in Exhibit Q requires the signature oI the

perscn who prepared it. In manv -usinesses, someon= othe

1 which you should use in controlling the finances of

o

[a]
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some other types of receipts for your particular business.
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Paily Zales and Cash Summarvy

12.
13.
14.
15.

16.
17.
18,

Cash Sales 5

eceipt

R

Lﬁ

_[L\
] e
(5]

L o

Cash or Checks Received on Accounts
Miscellaneous
TOTAL CASH RECEIP1S

Lra)
1n
] -

Cash Count

Cash in Register
Checks
Currency
Change __2s )

Cash and Checks in Vaulr o

Petty Cash Slips B

TOTAL CASH (must agrees w/line 15) 8zt

Less Bank Deposit

ENDING CASH 5

LA
|

Cash Reconciliarion

Previous Day Ending Cash
(Line 10 from previous day)
Plus Cash Receipts--Line 4 5
Less Shortage in Cash Count 5
Plus Overage in Cash Count ==
TOTAL CASH s 825
(Must agree with Line 8) —_——

e

Total Sales

Cash Sales--line 1 s
Charge Sales 75
TOTAL SALES 77

Signature




WHAT IS A
JOURNAL OF
SALES AND

RECEIPTS?

' ' Part III, Unit C
/ - : Keeping the
Business !Records

|
L) : !

Journal of Sales and Receipt

One report that serves as a control over your cash flow and also
summarizes dadily agtiv;ﬁy is the journal of sales and raéeipﬁsg To '
complete thié form, the following should be dcge:

1. Each day you should enter both debit and credit items from
the dally sales and cash summary and make sure total debits
for each day equal total credits for each day.
2, Each month you should summarize these entries and make entries
to the general ledger or book.of accounts.
This schedule also serves the function of a trial balance. The trial
balance sums up the daily debits and credits and serves as a p@sting
medium for ﬁheggeﬂeral ledger or books of accounts.

Exhibit R shows the debits and credits on the same page; however,
it would be more practical to set up separate columnar Shéets for the
debits and credits. The entries are referenced with line numbers from
the Dailg Sales and Cash Summary to show where the entries came from.

The entries and their correspondipg general ledger accounts are

shown in Exhibit §.

b
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Description

Exhibit R

Journal of Sales and Receipts

Charge Sales
Line-17

Bank Deposit
Line-9

Today's Enc
Cash
| Line-10_

Daily Summary

$75

$500

[y

Date

Description

Tctal Sales
Line=-18

Line-2

Collections
on Account

Yesterday's
Ending Cash
Line-11

December 19

 aa ]

Daily Summary

$80

€305




Part III, Unit C

Keeping the

Business Records

Type of Entry Calumn:Headiﬁg General Ledger Account
_Debit Charge Sales |_Accounts Rg;eivable 
_ Debit §§ﬁk,D§u§5it _ | Cash o
___Debit | Today's Ending Cash Cash _ e
__Debit | Cash Short o Mls;eiiéﬂépus Expense
Credit Total Sales _ Sales e
Credit Qpllgggignéran Account | Accounts Receivable
Credit | Yesterday's Ending Cash | Cash )
Credit Miscellaneous - | _Miscellaneous Income




| , ' . Part III, Unit C
Keeping the
Business Rec

Cash Disbursement Journal

i R
WHAT IS A An essential component of any financial control and record keeping

CASH DIS- system is maintaining an accurate and up-to-date cash disbursement
BURSEMENT journal. Exhibit T is a sample of a cash disbursement journal. It
JOURNAL? includes the following necéssaryginfozmagian:
; 1. Date |

2. Payee (to whom the check is issued)

3. Check number

4. Amount of check

5. Suggested group of general ledger accounts which will be

e

f

Since it is imperative to have receipts for all disbursements, the use
of a checking account is recommended. The record of a cancelled ch~ck
is also a reliable document for verification in income tax record-
keeping.

Just as the journal of sales and receipts was summarized monthly
to serve as a posting reference to the general ledger, the cash dis-
bursement journal is similarly summarized monthly énd used as a post-
ing reference to the general ledger.

In the cash disbursement journal shown in Exhibit T, the four col-
umns on the right hand side of the form represent debit entries to the
general ledger while the four colbqns following the check number denote
credit entries to the general ledger. To establish this journal inex-
pensivgly, obtain or construct a supply of columnar work sheets similar

to the payroll work sheet previously mentioned.

59
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Exhibit T

Cash Disbursement Journal

Date Payee Check|Amt of |Payroll|Deduct [Genl |Ledger|Inventory|Salaries|Genl Ledger
No. Check |Inc Tax|Soc Sec|Desc. Amt (DB) (DB) Desc/
(cr) f(crR) | (CR) | (CR) ___|(pB)

—_— e — , 1 ) . . I !

12-19-770F.T. Help 101 |$257 |25 18 300
(2 week salary) ,

12-19-77| A.B.C. Supply Co.|102 |$325 ‘ $325
12-26-77{ Mr. Landlord 103 |5 75 Rent  [§ 75

12-30-77} I.R.S. 104 |$ 18 ! Payroll

12-31-77] R.U.Sales 105 | $185
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10W IS5 THE
FANK RECON-
“ILIATION
STATEMENT

ISED?

'HAT IS5 THE
'ENERAL

EDGER?
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Part III, Unit C
Keeping the
* Business Records

Bank Reconciliation

A control device for the cash disbursement journal is the hank
reconciliation form as shown in Exhibit U. It is used to adjust the
bank balance for any deposits and checks that have not been processed
by the bank. The adjusted bank balance is compared with the balance that
your check stubs show plus or minus any corrections or service charges.

Failing Ea keep track of the amount in a checking account .an re-

sult in having a check returned for insufficient funds and consequent
overdraft charge. This cannot only be embarrassing, it can-alsa be
expensive.

For these reasons, it is important that this reconcilation be

- performed immediately upon fEcElp of the bank statement. The longer

any errors exist, either on your records or on the bank's records, the
more difficult it will be to locate any discrepancies between the bank

balance and your balan-e.
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The general ledger, or book of accounts, is used to ac
the financial picture of the business as of any given date. Generally
it uses énfcrmati@n taken from the journals or books of original entry.
The general ledger records the balance of the assets and liabilities, and
net wcfth'éf the business, in addition to accumulating the sales and ex-
pense items by categories. At the close ‘of the business year, the sales
and expense itgms \ate transferred to the profit and loss account. This
profi. and loss account is then transferred to the capital account.
Balances of all other categories of accounts in the general ledgerﬂaaséétsg

liabilities and net worth balances--zppear on the balance sheet.
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Part I1II, Unit C
Keeping the

Business Records

Exhibit U

Bank Reconciliation

December 31, 1977
Date

1. Balance per Bank Statement $ 325.00
2. Add Deposits Not Credited

Date =~ Amount
12-31 $500.00

500.00

$ 825.00
n 3. Deduet Outstanding Checks
No. Date = Amount

105 12-31 $185.00
106 12-30 18.00

5. Balance per Checkbook $ 623.00
6. Add Corrections

7. Deduct Bank Service Chafger $ 1,00

8. Adjusted Checkbook :.lance $_622.00

UMI
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IHAT ABOUT
\SSETS AND
HE LEDGER?

/
/

Part I1I, Unit C
Keeping the
Business Records

An account number is assigned to each item in the ledger. These

numbers help the bookkeeper establish the proper sequence of accounts

-y

and alse,facilitaﬁe the posting of transactions to these accounts from

the journals or original entries.

The number of accounts that should be established depends upon the

particular activity of the business, but there are certaln basic accounts

that all businesses use in stating the financlal records of their par-

not complete; however, they-are the ones more commonly used. Expand-

ing the number and defining some additional categories more distinctly
is appropriate if the situation dictates. For example, your firm may

have some particular asset items that may not be listed here, such as

organization expenses, goodwill, and, if you are a manufacturing con-

cern, materials and supplies. :

Assets
The first category of general ledger account lists assets. Assets

are considered items that a firm owns. Some typicdl accounts are:

Account No. 101 - Cash in Bank

Account No. 102 = Cash in Vault

Account No. 201 = Accounts Recelvable

Account No. 210 - Prepaid Expenses

Account No. 220 = Inventory

Account No. 280 - Buildings

Account No. 290 - Equipment

Cry



HOW ABOUT

LIABILITIES

AND THE

LEDGER?

WHAT ABOUT

NET WORTH?

Vbe*

Part III, Unit C
Keeping the
Business Records

Liabilities
The second category of general ledger accounts is the liabilicies
of the business. These items consist of debts or accounts that the

business owes cfﬁa:s For a small business, they might consist of .

the following:
Account No. 301 - Accounts Payable

Account No. 310 - Notes Payable (within one year)

Account Nag 320 - Sales Tax Payable

Account No. 321 - FICA Tax Payable

Account No. 322 - Federal Withholding Tax Payable
Account No. 323 - State Withholding Tax Payable
Account No. 390 - Mortgage Payable (Long-Term)

Notes Payable (Lang >Term)

f“:;,‘s

Account No. 395

In the above 1ist, debts payable within one year and those which

are long term are differentiated.

Net Worth
The third category of accounts is included in the "Net Worth"

gsection of the general ledger. It consists of the record of balance

of the owner's investment in the business. This group of accounts

income and“éipénse statement. A typical list of these acceu. Is would

i Account No. 400 - Proprietorship Ancount

Account No. 401 - Proprietorship Withdrawals

Account No. 410 - Retained Earnings

64
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OW ABOUT
NCOME AND

HE LEDGER?

! Pért IIT, Unit C

Keeping the

Business Records
Usually, che first account, Proprietorship Account, reflects the ufig=
inal investment plus any additional invescments that the owner makes
in the business. The balance of this account would be a credit balance
as it reflects amounts invested by the owner. The second account 1s the
withdrawal account. This account will show a débiﬁ balance, as it rep-
resents the amount of wighdrawals the owner has made from the business.
This does not represent the owner's salary but rather a withdrawal of
previously made investments in tﬁe business. The last item in this
category, Retained Earnings, represents the accumulation of earnings over
the years. Hopefully,  this balance would be a credit balance; however,
if a business is operating at ' loss, this balance will appear as a
debit. v

Income

) ,
The fourth category of accounts in the general ledger consists of

- those accounts which reflect or show the income of the business. These

accounts show a credit balance and the entries to these accounts orig-
inate from the saies journals that the business maintains. This group

of accounts is closed out at the end of the business year and the

amounts are transferred to the profit and loss statement. Some typical

izit;cunts would be noted as follows:

ERIC
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Account No. §DO - Retail Sales
Account No. 510 = Service Income

Account No. 590 - Miscellaneous Income



,Part ILI, Unit C
Keeping the
Business Records

HOW ABOUT | The fifth Eatég@ry_af accounts of the business listed in the gen-
EXPENSES eral ledger are the expenses. Expense accounts represent the largest
AND THE category of accounts. It is advisable to establish accounts that rep-
LEDGER? reseni frequent or substantial expenditures. However, try to avoid
establishing sapafaﬁe expense accounts for items that are insignificant

or infrequently used. Some typical expense accounts are listed below:

/

Account No. 600

Salaries and Wages

. Account No. 601 - Payroll Taxes

X

Account No. 602 - Contract Labor (part-time help from
firms that supply services)
Account No. 610 - Utilities ;oo

Account No. 611 = Telephone

o

Account No. 612 = Rent

Account No. 620 - Office Supplies
‘Account No. 621 - Postage

Account No. 630 - Insurance
Account No. 631 - Interest on Debt
Account No. 640 - Depreciation
Account Na_-65D ~ Travel

Account No. 651 = Entertainment
Account No. 660 - Advertising

Account No. 690 - Miscellaneous
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Part III, Unit C
Keeping the
Business Records

All expense items should be paid by bank checks. Youu should write
the number of the general ledger account of the particular expense

item on the check stub at the time the check is written.

MERCHANDISE INVENTORY
What is the ideal amount of inventory that a business should carry

imple-~enough inventory

o

at any one time? The answer is basically

should be maintained so that sales will never be lost, but net so

much that it ties up capital or becomes dated. It may sound easy, but

in practice 1t becomes very difficult to achieve this ideal inventory
level. To maintain the proper inventory level, the fcllcwing»éféas
should be consider::d:

1. The number of brands of a particular item

Z.f The quantity on hand (may be either too much or not enough)

3. "Stock" items as fads or fashions.
Th2 number of brands of a particular item will depend, nf course,

upon your customers' demands. To satisfy customer needs, you will

‘need to identify customer buying patterns which define what they want.

Keeping the proper quantity on hand and still justifying the investment

is a ditemma that the small business person continually faces. One

temptation is to take advantape of quantity discoun.s to obtain the

1‘§ﬁan€ity of inventory and tie up capital. Knowing whether or not a

;(é;ack item is a fad which could quickly lose its appeal will alsc

’Zﬂggfféct;haw much inventory you purchase.

~ Calculating stock turnover rates can also help the business owner

67
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determine how much inventory should be kept on hand. The

rate can be computed by using this formula:
Cost of Goecds Snld Stock turnover rate {the number of
Average Inventory - times during a given jperiod the
average stock is sold)
For example, a business whese profit and Teass statement shows o cost

However, a higher zurnover rate does not alwavs mean greater

profits. The turnover does not reflect the profits on sales chat were

lost because no inventory was available for sale. Your business may
customers are going

have a very high turnover on inventory, but if

selection or lack of availability
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and usually turning away sales because of understocking Ls more harm-

ining

?EL

ful than having markdowns on excessive inventory items. Obt:

of vour

[
jo}

the proper inventory balance requires an accurate anticipati

customer needs coupled with a ‘realistic investement.
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PREPARATION/ADAPTATION ACTIVITIES
Are you able co apply these record keeping principles to your busi-

7 Are you knowledgeable about the varicus record

¥l

ness aspiration

ollowing activities should help wvou

=y

keeping forms available? The

(i

check vour knowledge of record keeping devices.
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1. What are the steps involv

uses a double-entry bookkeeping system?
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- What type of records does the firm keep?

. Does the firm have a full-time bookkeeper?

g

. Are the services of an accountant used?

3. Check with a trade assoclation for the business you hope to

l. Describe the data sources from which entries can be made in

(i

ledgers and journals.
2. Discuss the double-entry bookkeeping system in de*ail. Include
in ycur discussion the vules for posting debits and credits.

3. Yhat data should be included in order to maintain an

2
accurate payroll fegisﬁer?
4. What infcrmaéian does a detailed form of the daily gales and
cash summary indlude? ;
’ 69
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You may want

instructor.

SELF-EVALUATION

How well did you

Be honest with yourself.

before going on.
i \
i
5,
AN

-9

1 ¥
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your postassessment answers with vyour
snow the informacion needed to do Lie doi-

) Very ell
) Fairly -rell

) A little,

If you feel you don't know the

material well enough, it might be helpful to review this section
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R FURTHER INFORMATION

Small Bus . 3 HRepovter Joric:,
America, 1973.

J. Owning Hoeratin
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"The Language of Business'" (14 min. 50 sec.
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20406. Phene {(301) 763-1854.
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SUGGESTED RESPONSES

EXPOSURE

b

b

o

Business records must be carefully and accurately prepared. Accurate records provida
information needed te {a) determine how well the business is Coing, (b) make future
plans for the business, and (¢) prepare various government repcrts. Inaccurate records
are useless and detrimental to the firm.

In a single-entry system each item is recorded (enteredj only once; in the doukle-entry

svsiem, esch itemn is recorded (entered) in twa difierent places.

The following information should be included on a business ¢! ok swib: (=) chaock
number. (b) date check was written, {¢) to whom the check was made aut, {d) the
purpose of the payment, (e) balanca brought forward, (f) any depusits made since then,
(g) new balance, (h) amount of check, and (i) balance to be carried forward. Infarmatior,
recorded in a single-entry system is 2athered from information appearing on the busines:
sheck stub.

Hesponses should indicate an awareness 7 the effectiveness of this contrai device,

Employee payroll records should include total wages earned, hours worked, overtime
earnings, and various wage deductions.

EXPLORATIGON

i

Gouod business records provide informa..on: -« i determine potential sales growth,
{b) to be used with nvestors and creditors, {c) - : epare various government reports,
(d) to liscover ways to improve management, - « detect shrinkage. A detailed record

" keepit:7 system provides a current and accusate piciure of sales, operating casts, inventorv

lavels, credit totals, and fixed and variable costs.

Record keeping assistance can be obtained from various sources including par:-time
bookkeepers, accountants, government agencies, colleges and uriversities, su, -oliers, trad2

zssociations, and local office supply stoies.

L
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Accounts receivable records should include information concerning all monies owed to
=he business by credit customers. Accounts payable records contain information about all
of the firm's debir

Journals are records of original entry. Ledgars represent summar =z, a running acceunt of
the income and expenses of the business.

Ir:zome and expense entries might be recorded 'n a general ledgar sccording to account
number.

PREPARATION/ADAPTATION

1.

LS )]

Dsta sources from which entries to ledgers and journals can be made include adding
ir.ichine tapes, cash register taper, salesbook invoices or receipts, cancelled chacks, and

- Leéposit slis from bank staten:onts.

Responses shouid indicate working knowledge of this self checking bookkeening method.
; !!

The following data stiould be included in2 émployee payroil register: employee’s name,

total hours werked both regular and overtime, gross pay, deducations, net pay, and

check number.

The daily sales and cash summsiry has four components: receipts, cash count, cach
raconcilement, and tosal sales. it is also signed.

The cash disbursement journai records mrnies paid out by the firm. It can be based upon
cancelled check records.
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Choosing the Type cf Ow-:zrs'-!

BETNG AN ENTREPRENEUR

Managing the Business
Financiz! Management

Keeping the Business Records
Marketing Management
Successful Selling

Managing Humarn Resources
Community Relations

Business Prot :tion
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Res~urces for Managerial Assistance



